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RECENT  events  at  Amoy  and  Shanghai  indicate  The  answer  to  the  first  question  is  not  found 
that  the  Western  powers,  in  line  with  the  gradual  in  the  succession  of  Japanese  military  victories, 
formation  of  a  stop-Hitler  coalition  in  Europe,  are  overwhelming  as  these  may  appear  to  be,  but 
now  prepared  to  take  a  stronger  stand  against  rather  in  the  degree  to  which  these  victories  have 
Japanese  aggression  in  the  Far  East.  The  landing  contributed  to  a  definitive  outcome  of  the  war. 
of  Japanese  forces  on  Kulangsu  Island,  center  of  Nearly  two  years  have  passed  since  a  small  unit 
the  International  Settlement  at  Amoy,  was  count-  of  Japanese  troops,  on  night  maneuvers  at  Marco 
ered  on  May  17-18  by  a  concentration  of  Western  Polo  Bridge  on  the  outskirts  of  Peiping,  clashed 
naval  vessels  at  the  island  and  the  landing  of  with  local  Chinese  forces.  The  North  China  “inci- 
American,  British  and  French  patrols.  This  action  dent”  of  July  1937  has  been  transformed  into  a  largc- 
was  supported  by  a  firm  American  note  to  Japan,  scale  conflict  which  has  carried  Japanese  troops  to 
rejecting  previous  Japanese  demands  for  greater  Shanghai,  Hankow  and  Canton.  There  is  no  indi¬ 
control  in  the  administration  of  the  International  cation,  however,  that  Japan  will  be  able  to  con- 
Settlement  at  Shanghai.  Japan’s  increasingly  bold  elude  this  second  Sino-Japanese  War  in  the  near 
attack  on  the  foreign  settlements  in  China  has  future.  Guerrilla  resistance  is  strongly  entrenched 
brought  to  a  climax  its  drive  on  Western  interests  in  the  so-called  occupied  areas,  while  the  large  regu- 
during  the  past  eight  months,  involving  occupation  lar  armies  under  Generalissimo  Chiang  Kai-shek’s 
of  Canton  and  seizure  of  Hainan  and  the  Spratly  direct  command  are  still  intact.  With  military  op- 
Islands.  These  moves  have  tended  to  transform  erations  spread  over  wide  areas,  Japan’s  crucial 
Japan’s  conflict  with  China  into  a  struggle  against  problem  of  bringing  the  main  Chinese  forces  to  a 
the  Western  powers  which,  in  turn,  is  closely  decisive  engagement  grows  more  difficult,  while  its 
linked  to  the  course  of  events  in  Europe.  efforts  to  drive  further  into  the  interior  become 

As  the  European  crisis  becomes  more  acute,  both  less  effective  and  less  rewarding, 
creating  the  danger  that  the  next  aggressive  move  Until  the  military  issue  is  conclusively  settled, 
will  upset  a  precarious  armed  truce,  the  role  Japan  Japan’s  political  and  economic  objectives  in  China 

may  play  in  a  new  world  conflict  assumes  increasing  can,  at  best,  be  only  partially  attained.  So  far  its 

importance.  The  potential  weight  which  Japan  can  puppet  regimes  are  of  such  a  character  that  Japan 
throw  into  the  balance  is  still  formidable,  but  much  itself  has  been  unwilling  to  extend  them  formal 
less  than  it  was  two  years  ago.  Its  scope  of  action  diplomatic  recognition.  Economic  exploitation  of 
is  limited  both  by  the  effects  and  by  the  continuing  the  conquest  cannot  be  effectively  undertaken  until 
demands  of  the  prolonged  struggle  with  China,  political  stability  is  restored.  The  essential  fact  is 
During  the  World  War  Japan  had  virtually  a  free  that  Japan  has  not  yet  won  the  war.  Should  a 

hand  in  the  Far  East,  and  could  take  full  advantage  general  conflict  now  break  out,  Japan  would  be 

of  the  preoccupation  of  the  Western  powers  in  the  handicapped  by  the  continuing  demands  of  the 
European  conflict.  No  such  favorable  situation  uncompleted  struggle  in  China, 
exists  today.  The  military  effort  Japan  can  now  The  effects  of  the  war  on  Japan’s  economic  and 
put  forth  depends,  in  the  main,  on  the  answers  to  financial  structure  are  much  more  difficult  to  esti- 
two  questions.  To  what  extent  has  Japan  achieved  mate.  Preliminary  war  appropriations,  passed  by 
its  objectives — military,  political,  economic — in  the  Diet  in  the  summer  of  1937,  were  intended 
China.?  How  serious  have  been  the  economic  re-  to  carry  the  campaign  through  the  capture  of 
percussions  of  the  war  on  its  home  front.?  Shanghai  and  Nanking,  after  which  Japan  ex- 
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pected  to  impose  a  peace  settlement.  This  expecta- 
i  tion  was  not  fulfilled.  Two  additional  war  budgets, 
*  far  larger  than  any  in  Japan’s  previous  history, 
I  have  since  been  approved  by  the  Diet.  The  external 
I  pressure  on  Japan’s  trade  and  exchange  position, 
I  due  to  excessive  demand  for  war  imports,  has 
j  proved  equally,  if  not  more,  severe.  This  strain, 
revealed  most  clearly  by  the  large  gold  shipments, 
i  has  appeared  at  a  time  when  Japan  still  has  full 
access  to  the  world  market.  In  a  major  conflict — 
:  particularly  if  Japan  were  arrayed  against  the 

I  Western  democracies — there  is  every  likelihood 
that  Japan  would  be  cut  off  from  its  most  impor¬ 
tant  export  and  import  markets.  The  resulting 
trade  difficulties  would  accentuate  the  internal  eco¬ 
nomic  crisis  which  has  already  begun  to  develop 
>  under  the  relatively  limited  liabilities  of  the  Sino- 
j  Japanese  War. 

j  JAPAN’S  HOME  ECONOMY 

I  Under  the  pressure  of  wartime  demands,  Japan 
has  been  confronted  with  a  complicated  series  of 
)  inter-related  problems  in  its  home  economy. 
.  Swollen  budgets  have  necessitated  increased  taxes, 
and  have  forced  resort  to  domestic  loans  of  un¬ 
precedented  proportions.  Huge  bond  flotations,  in 
turn,  have  raised  issues  affecting  the  national  debt, 
currency  stability,  and  the  price  structure— all  con¬ 
nected  with  the  underlying  menace  of  inflation. 
f  Whether  this  threat  can  be  exorcised  depends,  in 


the  last  analysis,  on  Japan’s  ability  to  raise  its  in¬ 
dustrial  and  agricultural  production  to  levels  which 
will  meet  the  increased  demands  of  war  financing. 

The  rapid  increase  in  Japan’s  financial  burden 
since  the  war  is  indicated  in  Table  I.  Three  cycles 
of  Japanese  state  finance  are  represented  by  these 
budgets.  The  1931-1932  budget,  the  last  to  be 
drafted  before  the  Manchurian  invasion,  is  typical 
of  the  deflationary  policy  pursued  by  the  Minseito 
government  of  that  period.  Expenditure,  held  to  a 
low  figure,  is  covered  mainly  by  taxes  and  other 
receipts,*  with  loans  a  minor  item  in  the  balance. 
The  budgets  of  the  succeeding  five  years  were  con¬ 
sidered,  by  contrast,  highly  unorthodox.  In  retro¬ 
spect,  however,  the  fiscal  policy  of  Finance 
Minister  Takahashi,  which  governed  the  framing 
of  these  budgets,  now  appears  relatively  conserva¬ 
tive.  Loans  bulked  much  larger  in  the  balance,  but 
they  never  exceeded  753  million  yen  in  any  one 
year.^  The  five-year  period  coincided  with  a  trade 
boom  and  general  business  revival,  aided  by  in¬ 
creased  government  expenditures  which  encour¬ 
aged  fuller  utilization  of  idle  labor  and  capital 
resources.  There  was  a  steady  increase  of  normal 
tax  revenue,  supplemented  by  only  one  additional 
levy — a  special  profits  tax  which  yielded  26  million 
in  1935-1936  and  42  million  in  1936-1937.*  During 
this  period,  nevertheless,  the  national  debt  rose 
from  6,188  to  10,575  million  yen,  an  increase  of 
4,387  million,  or  approximately  70  per  cent."* 


TABLE  I 

JAPANESE  GOVERNMENT  FINANCIAL  ACCOUNTS* 

(in  millions  of  yen) 

Closed  Accounts  Budget  Estimates+ 


1931-32 

^932-33 

1933-34 

^934-35 

1935-36 

1936-37 

1937-38 

1938-39 

1939-40 

Expenditure 

L477 

1,950 

2,254 

2,163 

2,259 

2,282 

5,248 

8,046 

8.875 

Revenue 

1.531 

2,045 

2,332 

2,247 

2,206 

2,372 

5.453 

8,082 

8,875 

Loans 

120 

659 

753 

743 

679 

609 

3.033 

5,461 

5,652 

Taxes 

736 

695 

749 

843 

925 

1,051 

1.497 

2,159 

2,583 

Other  receipts 

675 

691 

830 

661 

602 

712 

923 

462 

640 

•Compiled  from  Financial  and  Economic  Annual  of  japan,  /9i7  (Tokyo,  The  Department  of  Finance),  pp.  27,  29; 
Monthly  Circular  (Tokyo,  Mitsubishi  Economic  Research  Bureau),  January  1939,  pp.  9-10;  The  Oriental  Economist  (Tokyo), 
April  1939,  pp.  223-24. 

fTransfcrs  from  regular  budget  to  emergency  war  budget  eliminated. 

The  last  three  budgets  in  Table  I,  which  com-  expenditures  for  1939-1940  roughly  quadruple  those 
bine  the  war  expenditure  with  the  regular  accounts,  for  the  year  preceding  the  outbreak  of  the  war. 
form  a  sharp  contrast  to  the  Takahashi  era  of  Loan  flotations  for  1938-1939  and  1939-1940  are  ap- 

Japanese  state  finance.  For  1937-1938,  the  figures  proximately  nine  times  greater  than  in  1936-1937. 

indicate  the  increased  expenditure  occasioned  by  The  growth  in  taxation  is  equally  striking.  Tax 

the  first  half-year  of  the  war;  the  next  two  budgets  ^  loans  shown  for  this  period  in  Table  I  are  for  the 

comprise  estimates  for  a  full  year  in  each  case.  The  regular  accounts  budget.  During  1932-1936  additional  loans 

for  the  special  accounts  budget,  which  mostly  comprises  self- 

.  -ru  .  i.  .L  •  .  ■  1  J  u-  balancing  items,  averaged  roughly  200  million  yen  annually. 

I.  The  term  other  receipts  includes  chiefly  revenue  accruing  .  .  e  e/  /  / 

from  government  monopolies;  in  Table  I  it  also  covers  the  3-  Financial  and  Economic  Annual  of  japan,  1^37 >  cited,  p.  29. 

surplus  transferred  from  the  preceding  year.  4.  pp.  70-71. 
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revenues  have  increased  by  approximately  half  a 
billion  yen  in  each  of  the  last  three  years.  The  esti¬ 
mated  tax  receipts  for  1939-1940  came  to  1,532  mil¬ 
lion  yen,  or  about  150  per  cent,  above  the  figure 
for  the  last  pre-war  year.  Despite  this  sharp  rise  in 
tax  revenue,  bond  issues  aggregating  5,652  million 
yen  were  required  to  cover  the  budgetary  deficit. 

How  to  meet  these  huge  bond  issues  without 
disastrous  effects  on  the  functioning  of  the  eco¬ 
nomic  system  has  been  the  crucial  problem  in 
Japan’s  war  financing.  Actual  bond  flotations  have 
fallen  somewhat  under  the  budget  estimates.  In  the 
fiscal  year  1937-1938,  loan  emissions  totaled  2,230 
million  yen.  By  February  1939,  actual  bond  issues 
for  the  1938-1939  accounts  aggregated  4,300  million 
yen.  Thus,  during  the  first  eighteen  months  of  the 
war,  total  bond  issues  amounted  to  6,540  million 
yen,  as  against  a  budgetary  estimate  of  8,494 
million. 

That  some  difficulty  was  encountered  in  assimi¬ 
lating  the  actual  bond  flotations,  however,  is  in¬ 
dicated  by  the  increased  holdings  of  the  Bank  of 
Japan.  Official  figures  on  these  holdings,  covering 
the  last  three  calendar  years,  are  shown  in  Table 
II.  The  amounts  in  the  second  column  represent 
national  bond  issues  taken  by  the  bank,  but  un¬ 
assimilated.  In  the  words  of  The  Oriental  Econo¬ 
mist,  this  table  indicates  that  “the  bond  holdings 
of  the  Bank  of  Japan  expanded  by  more  than  ¥540 
million  during  1938,  as  against  an  approximate 
total  of  ¥4,350  million  bonds  actually  issued.  This 
means  non-digestion  of  15.7  per  cent,  and  the  situ¬ 
ation  does  not  permit  unconditional  optimism.”’ 
In  addition  to  the  national  bond  issues,  private  and 
corporate  financing  required  borrowings  totaling 
roughly  4,000  million  yen  in  1938.^  Although  the 
campaign  to  raise  national  savings  to  8,000  million 
yen  in  1938  was  hailed  as  successful,  it  obviously 
failed  to  achieve  complete  assimilation  of  govern¬ 
ment  bond  flotations.  The  very  limited  growth  in 
the  volume  of  production,  moreover,  raises  the 
question  whether  the  apparent  increase  in  national 
savings  was  not  largely  skimmed  off  the  fictitious 
monetary  values  created  by  the  steep  rise  in  prices. 
Previously  accumulated  reserves  undoubtedly  ac¬ 
counted  for  part  of  these  so-called  “savings.” 

5.  “Trade  and  Industry,  1938-1939,”  The  Oriental  Economist 
Supplement,  pp.  35-36.  In  the  United  States  the  large  bond 
issues  of  recent  years  have  been  wholly  absorbed  by  private  or 
corp>orate  investors.  In  contrast,  the  holdings  of  the  Bank  of 
Japan  constitute  an  unassimilated  excess  held  by  the  govern¬ 
ment.  Issue  of  currency  notes  against  this  excess  is  directly  in¬ 
flationary,  unless  matched  by  a  corresponding  increase  in  pro¬ 
duction. 

6.  The  Oriental  Economist,  April  1939,  p.  265.  Many  private 
concerns  called  in  unpaid  capital  and  drew  on  their  reserves. 
The  Bank  of  Japan  itself  is  financing  the  munitions  industry 
to  an  increasing  extent. 


TABLE  II 

BANK  OF  JAPAN  HOLDINGS  OF 
GOVERNMENT  BONDS* 


{in  thousands  of  yen) 


Year-end 

Bonds  Outstanding 

Bank,  of  Japan 

Ratio 

1936 

9,072,124 

487,102 

5-4 

1937 

10,585,150 

1.093.547 

10.3 

1938 

14.934.733 

1,634,636 

10.9 

•“Trade  and  Industry,  1938-1939,”  The  Oriental  Economist 
Supplement,  p.  35. 

At  the  end  of  December  1938,  in  addition  to  the 
¥14,934,733,000  of  government  bonds,  the  follow¬ 
ing  items  of  national  debt  were  outstanding: 
¥1,287,994,000  in  external  bonds  (nearly  ¥2,500 
million  in  revalued  yen),  and  ¥423,032,000  in  gov¬ 
ernment  rice-purchase  notes.  The  aggregate  cen¬ 
tral  government  debt  thus  amounted  to  roughly 
18,000  million  yen — a  sum  well  above  conservative 
estimates  of  Japan’s  national  income.^  If  Japan’s 
national  income  for  1938  be  taken  as  20,000  million 
yen,  the  figures  for  budgetary  expenditure,  bond 
flotations,  debt  service,  and  even  taxation  would 
still  imply  a  burden  of  unusual  proportions. 

A  second  important  gauge  of  an  inflationary 
trend  is  bank-note  circulation.  The  Bank  of  Japan’s 
note  issue  has  shown  a  steady  upward  trend  since 
1931,  with  a  marked  acceleration  after  1936,  as  indi¬ 
cated  in  Table  III.  These  figures  are  for  Bank  of 
Japan  notes  in  actual  circulation,  excluding  several 
hundred  million  yen  held  by  the  Bank  of  Chosen  I 
and  the  Bank  of  Taiwan  as  backing  for  their  own 
convertible  notes.®  Since  1931  marked  the  bottom  | 
of  the  depression  for  Japan,  the  increased  note  cir¬ 
culation,  for  most  of  this  period,  has  kept  pace,  with 
a  revival  of  production.  It  is  significant,  however, 
that  in  1938  the  currency  issue  expanded  far  more 
rapidly  than  industrial  production. 

The  curve  of  production  increase,  despite  the 
stimulus  of  wartime  conditions,  tended  to  flatten 
out  in  1938.  With  a  rise  of  only  2.9  per  cent,  the 
general  index  of  production  fell  considerably  below 
the  rate  of  increase  in  previous  years.  The  differ¬ 
entiation  between  producers’  goods  and  consumers’ 
goods  was  sharply  accentuated.  In  producers’  goods 
the  previous  rate  of  increase  was  barely  maintained, 
but  in  consumers’  goods  there  was  a  decline  of 
8  per  cent.  These  indices  are  the  clearest  reflection 
of  the  difficulty  which  Japan  has  experienced  in 

7.  A  recent  estimate  {The  Oriental  Economist,  April  19391 
p.  225)  places  Japan’s  income  for  1938  at  ¥25,000  million, 
but  this  figure  far  exceeds  all  previous  estimates. 

8.  The  note  issues  of  the  colonial  banks  have  approximately 
doubled  since  the  war  began.  In  June  1937  the  Bank  of  Chosen 
note  issue  was  153  million,  in  December  1938  it  was  322 
million.  For  the  same  months,  the  Bank  of  Taiwan  issue  was 
82  million  and  140  million  respectively.  The  Oriental  Econ¬ 
omist,  August  1938,  p.  536;  April  1939,  p.  261. 
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coping  with  the  fundamental  task  of  raising  pro¬ 
duction  to  a  level  commensurate  with  the  demands 
imposed  by  the  war. 

During  1938  agricultural  production  in  Japan 
also  suffered  a  considerable  decline,  mainly  as  a 
result  of  the  withdrawal  of  man  power  from  the 
rural  areas  for  military  service.  The  decrease  in  the 


rice  yield,  according  to  official  estimates,  was  rela¬ 
tively  negligible.  Production  of  silk  cocoons,  how¬ 
ever,  declined  by  ii  million  }{wan,  or  12.5  per  cent.^ 
Substantial  declines  also  occurred  in  the  yield  of 
cereal  grains.  The  wheat  crop  fell  from  9.9  million 
hpkii  to  8.9  million;  barley  from  6.9  to  6.3  million; 
and  naked  barley  from  6.1  to  5.1  million.*® 


TABLE  III 

NOTE  CIRCULATION  AND  INDUSTRIAL  PRODUCTION* 


Banh,  of  Japan  Note  Issue 
{in  millions  of  yen) 

Per  cent 

Volume  Indices  of  Industrial  Production 
{monthly  average,  igji-igjj=ioo) 

General  Producers’  Consumers’ 

Year-end 

Outstanding 

Increase 

Year 

Index 

Goods 

Goods 

1931 

1,312 

1931 

91 

87 

95 

1932 

L374 

4.7 

1932 

97 

96 

98 

1933 

1,470 

7.0 

1933 

112 

I17 

107 

1934 

L538 

4.6 

1934 

126 

136 

116 

1935 

1,608 

4.6 

1935 

139 

153 

125 

1936 

L756 

9.2 

1936 

149 

172 

125 

1937 

2,081 

18.5 

1937 

167 

198 

137 

1938 

2,474 

18.9 

1938 

172 

218 

126 

*The  Oriental  Economist,  March  1939,  p.  159;  May  1939,  p.  342. 


These  figures  are  sufficiently  comprehensive  to 
indicate  a  fairly  substantial  decrease  in  the  supply 
of  consumers’  goods,  and  a  less  significant  decline 
in  the  supply  of  agricultural  products.  On  the  other 
hand,  money  wages  have  undoubtedly  increased. 
The  index  of  factory  employment  for  1936,  1937 
and  November  1938  stood  respectively  at  105.5, 
1 17.3,  and  132.8.  For  the  same  periods,  the  index  of 
actual  wage  earnings  in  factories  stood  at  91.8, 
96.8,  and  1 10.2.**  Gross  agricultural  income,  despite 
the  crop  declines,  also  rose  slightly  owing  to  the 
increase  in  prices.  The  estimated  gain  in  agricul¬ 
tural  income  was  100  million  yen,  with  the  gross 
total  increasing  from  3,654  million  yen  in  1937  to 
3,754  million  in  1938.  That  these  gains  have  been 
largely  nullified  by  a  decreased  supply  of  com¬ 
modities  is  apparent.  The  Oriental  Economist, 
while  discounting  the  likelihood  of  a  “vicious  type 
of  inflation”  declares  that  “the  prevailing  condi¬ 
tions  would  make  it  seem  a  matter  of  course  that 
the  nation  may  be  suffering  from  a  shortage  of 
living  necessities  before  long.  .  .  .  While  the  prob¬ 
able  shortage  may  not  be  quite  as  serious  as  a 
famine  condition  in  the  literal  sense,  if  an  under¬ 
supplied  condition  develops  against  consumer  de¬ 
mands  and  no  corrective  means  are  found,  a  steep 
rise  in  commodity  prices  would  be  almost 
certain.”*^ 

9.  Monthly  Circular,  Mitsubishi  Economic  Research  Bureau 
(Tokyo),  February  1939,  p.  23.  One  l{wan—%.^(>"]\^  lbs. 

10.  Ibid.,  January  1939,  p.  16.  One  ^o^«=5.ii9  bushels. 

11.  The  Oriental  Economist,  April  1939,  p.  271. 

12.  Ibid.,  p.  226. 


The  rise  in  prices  has,  in  fact,  already  reached 
significant  proportions.  For  the  years  1936,  1937 
and  1938,  the  average  retail  price  index  was  respec¬ 
tively  159,  174,  and  191.  In  the  same  years,  the  cost 
of  living  index  averaged  185,  193,  and  207.  This 
rise  is  still  continuing,  as  shown  by  the  fact  that 
both,  these  indices  registered  212  in  December 
1938.*^  It  is  most  marked  in  the  items  of  fuel  and 
hght,  clothing  and  food.  Since  July  1938  the  gov¬ 
ernment  authorities  have  resorted  to  price-fixing  on 
an  increasingly  comprehensive  scale.  Committees 
of  the  central  and  local  governments  have  drafted 
mandatory  price  lists  on  a  wide  range  of  com¬ 
modities  with  thousands  of  “economic  police”  offi¬ 
cers  mobilized  to  enforce  the  price  schedules.  The 
rising  level  of  the  price  indices,  however,  suggests 
that  these  efforts  are  not  sufficient  to  counteract  the 
strength  of  existing  inflationary  pressures. 

So  far  as  the  standard  of  living  is  concerned, 
these  various  factors  have  reacted  very  unequally 
on  different  groups  of  the  population.  The  large 
monopoly  concerns,  especially  those  in  munitions 
and  heavy  industry,  have  earned  profits  ranging  in 
some  cases  well  above  20  per  cent  and  have  de¬ 
clared  dividends  above  10  per  cent.***  On  the  other 
hand,  some  of  the  manufacturers  in  the  export  in- 

13.  Ibid.,  p.  268.  Wholesale  prices  have  risen  even  more 
steeply.  The  Tokyo  wholesale  price  index,  which  averaged  168.3 
in  1936,  stood  at  235.2  in  February  1939.  During  1938  this 
sharp  upward  trend  in  wholesale  prices  ran  counter  to  the  de¬ 
clines  in  London  and  New  York  price  levels,  thus  seriously  re¬ 
ducing  Japan’s  competitive  ability  in  world  markets. 

14.  Monthly  Circular,  cited,  January-March  1939,  passim. 


82 


japan’s  economic  outlook 


dustries  have  suffered  severely,  while  many 
medium-scale  industries  producing  home  consump¬ 
tion  goods  have  been  forced  to  shut  down.  These 
shut-downs  have  created  a  serious  problem  in  em¬ 
ployment  transfer,  since  many  of  the  workers  in 
consumption  industries  are  not  trained  for  work  in 
the  munitions  factories.  Despite  the  increased  total 
employment,  unofficial  estimates  place  the  number 
of  jobless  workers  at  three  or  four  times  the  official 
figure  of  266,000  for  March  1938.  The  employed 
workers,  notably  in  the  heavy  industries,  are  earn¬ 
ing  higher  wage  rates,  but  it  is  questionable 
whether  their  increasing  earnings  have  kept  pace 
with  the  rising  cost  of  living.*^  The  agricultural 
population  has  been  seriously  affected.  Gross  agri¬ 
cultural  income,  as  previously  noted,  registered  an 
estimated  increase  of  only  100  million  yen  in  1938. 
This  slight  advance,  however,  did  not  begin  to 
compensate  for  the  general  price  increase,  thus 
“giving  rise  to  the  so-called  ‘scissors’  between  the 
index  of  agricultural  income  and  the  index  of  gen¬ 
eral  prices.’’'^*  The  index  of  agricultural  income, 
adjusted  by  the  general  price  index,  declined  from 
loi  in  1936  to  93  in  1937,  and  to  an  estimated  84  in 
1938.'^ 

Growing  difficulties  are  thus  apparent  in  every 
phase  of  Japan’s  economy — bond  assimilation,  note 
circulation,  volume  of  production,  the  price  struc¬ 
ture,  and  living  standards.  The  complex  character 
of  a  modern  economic  system  makes  it  impossible 
to  pass  unqualified  judgment  on  the  weight  to  be 
attached  to  these  difficulties.  It  is  safe  to  assert, 
however,  that  there  is  evidence  of  strain  and 
of  an  underlying  inflationary  threat,  even  if  the 
stage  of  acute  crisis  has  not  yet  been  reached.  These 
effects  have  been  the  result  of  a  war  fought  solely 
with  China.  If  the  area  of  conflict  were  enlarged, 
Japan’s  domestic  economic  structure  would  be  even 
more  rapidly  undermined. 

INTERNATIONAL  ECONOMIC  POSITION 

It  is  generally  agreed  that  the  external  aspects  of 
Japan’s  current  economic  problem  are  probably 
more  critical  than  its  internal  aspects.  Even  in 
normal  times,  Japan’s  paucity  of  natural  resources 
has  acted  as  a  retarding  influence  on  its  industrial 
development.  In  raw  materials  such  as  cotton  and 
wool,  in  petroleum  and  petroleum  products,  in 
high-grade  machinery,  and  in  a  wide  range  of  the 
more  important  minerals,  Japan  is  largely  depend- 

15.  The  index  of  actual  factory  earnings  averaged  91.8  for 
1936,  and  stood  at  110.2  in  November  1938.  The  retail  price 
index  averaged  159  for  1936,  and  stood  at  210  in  November 
1938.  The  Oriental  Economist,  April  1939,  pp.  268,  271. 

16.  Monthly  Circular,  cited,  December  1938,  p.  24. 

1 7.  Ibid. 


ent  on  supplies  imported  from  abroad.  Nearly  all 
of  these  products  are  essential  to  the  prosecution 
of  modern  warfare.  In  time  of  war,  therefore, 
Japan’s  dependence  on  the  outside  world  is  accen¬ 
tuated,  and  the  increased  demand  for  imported 
goods  exerts  severe  pressure  on  the  country’s  for¬ 
eign  trade  balance. 

From  1932  to  1936  Japan  experienced  a  “trade 
boom’’  of  considerable  proportions.  It  might  be 
supposed  that,  as  a  result  of  this  expansion  of  for¬ 
eign  trade,  Japan  would  have  accumulated  large 
gold  and  foreign  exchange  reserves — a  phenom¬ 
enon  which  occurred  during  the  World  War 
period.  The  initial  financial  shock  of  the  war’s  im¬ 
port  demands  might  then  have  been  greatly  eased. 
In  reality,  no  such  reserves  were  derived  from  the 
1932-1936  trade  expansion.  Imports — owing  largely 
to  rearmament  and  capital  investment  in  Man- 
choukuo — expanded  more  rapidly  than  exports, 
preventing  achievement  of  a  favorable  trade  bal¬ 
ance. 

In  1931  Japan’s  total  foreign  trade,  at  2,383  mil¬ 
lion  yen,  had  fallen  to  the  lowest  level  since  1916. 
Starting  with  1932,  as  shown  in  Table  IV,  it  began 
to  improve,’®  and  steadily  increased  to  the  record 
figure  of  1937,  from  which  it  dropped  off  sharply 
in  1938.  Setting  aside  the  last  two  years,  which  re¬ 
flect  wartime  conditions,  attention  may  be  concen¬ 
trated  for  the  moment  on  the  1932-1936  period.  The 
growth  in  Japan’s  trade  during  these  years  is  im¬ 
pressive.  By  1934  the  level  of  1929  had  already  been 
surpassed,  and  a  further  one  billion  yen  was  added 
to  the  total  in  1935-1936.  On  the  other  hand,  an 
active  balance  was  achieved  in  only  one  year;  for 
the  whole  five-year  period,  the  excess  of  imports 
aggregated  232  million  yen. 

TABLE  IV 

JAPAN’S  MERCHANDISE  TRADE* 

(in  millions  of  yen) 


Year 

Exports 

Imports 

Total 

Balance 

1916 

1,127 

756 

1,884 

+37* 

1929 

2,149 

2,216 

4.365 

—68 

1930 

1,470 

*,546 

3.0*6 

—76 

1931 

I. *47 

1,236 

2.383 

-89 

1932 

1,410 

*.43* 

2,841 

— 21 

1933 

1,861 

*.9*7 

3.778 

—56 

1934 

2*172 

2,283 

4.455 

— Ill 

1935 

2,499 

4.97* 

+27 

1936 

2,693 

2,764 

5.457 

1937 

3.  *75 

3.783 

6.959 

— 608 

1938 

2,690 

2,663 

5.368 

-(-26 

*Financial 

and  Economic 

Annual  of 

fapan,  1937, 

cited,  p.  138; 

Monthly  Return  of  the  Foreign  Trade  of  fapan  (Tokyo,  The 
Department  of  Finance),  December  1938,  p.  3.  Figures  are  for 
Japan  proper,  excluding  the  colonies. 

18.  For  detailed  analysis,  cf.  T.  A.  Bisson,  “Japan’s  Trade 
Expansion,"  Foreign  Policy  Reports,  October  10,  1934. 
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In  addition  to  the  trade  deficit,  Japan  was  forced 
to  shoulder  a  heavy  burden  of  capital  export.  In¬ 
vestments  of  Japanese  capital  abroad  reached  un¬ 
precedented  levels  during  these  years,  as  indicated 
in  Table  V.  The  sums  devoted  to  capital  invest¬ 
ment  abroad,  combined  with  the  merchandise  trade 
deficits,  imposed  an  increasing  strain  on  Japan’s 
balance  of  payments.  They  were  covered,  in  the 
main,  by  three  sources  of  income:  services,  prin¬ 
cipally  shipping,  remittances,  and  business  and  in¬ 
dustrial  profits;  gold  and  silver  shipments;  and 
collection  of  Japanese  capital  invested  abroad  in 


earlier  years.  The  significance  of  the  latter  item 
steadily  increased  as  the  period  advanced.  An  un¬ 
expected  windfall  in  1935,  derived  from  the  silver 
purchased  in  yen  currency  values  and  smuggled 
out  of  China,  delayed  the  cleaning  out  of  Japan’s 
foreign  reserves.  In  1936,  however,  no  such  wind¬ 
fall  appeared,  while  Japanese  investments  abroad 
mounted  to  652.4  million  yen.  Japan  hesitated  to 
resume  shipments  of  gold,  which  had  been  sus¬ 
pended  after  1933.  Instead,  it  chose  to  combat  a 
thoroughgoing  raid  on  its  foreign  capital  assets — 
which  were  reduced  by  485  million  yen. 


TABLE  V 

JAPAN’S  NET  BALANCE  OF  PAYMENTS,  1932-1936* 
{in  millions  of  yen) 


I9S2 

1935 

^984 

^935 

1936 

Merchandise  trade 

—21.5 

— 56.2 

— 1 10.7 

+26.8 

—70.7 

Services 

-|-I02.I 

+109.8 

+192.2 

+178.2 

+232.9 

Gold 

-j-II2.6 

+20.9 

Silver 

+8.6 

+7.6 

+13.6 

+225.3 

+35-1 

Capital  items 

- lOO.I 

— 21.0 

—183.4 

—371-5 

—269.3 

Japanese  investments 

abroad 

— lOI.O 

- 215.8 

—399.0 

— 580.1 

—652.4 

Foreign  investments  in 

Japan 

+84.5 

+  119.6 

+93-4 

+159-4 

+193.0 

Collection  of  Japanese 

capital  abroad 

+106.0 

+174-3 

+218.6 

+225.7 

+485-0 

Collection  of  foreign 

capital  in  Japan 

— 189.6 

—99.0 

—96.9 

—176.7 

—294.8 

*  Financial  and  Economic  Annual  of  Japan,  1935, 

pp.  125,  156; 

1936,  pp.  127, 

158;  1937.  pp. 

139,  171. 

The  1932-1936  “trade  boom’’  era  strengthened 
Japan  by  creating  additional  national  wealth  and 
productive  capacity.  On  the  other  hand,  Japan’s 
international  economic  position  steadily  deteri¬ 
orated.  The  country  continued  to  suffer  from 
a  chronic  trade  deficit,  and  yet  drove  itself  to  sup¬ 
port  an  unprecedented  export  of  capital.  The  bulk 
of  this  capital  was  invested  in  enterprises  in  Man- 
choukuo  which  were  either  unprofitable  or  brought 
no  immediate  returns.  The  whole  process  was  fi¬ 
nanced  at  tremendous  sacrifice,  involving  current 
sources  of  income,  considerable  amounts  of  gold 
and  silver,  and  the  liquidation  of  foreign  assets. 

Danger  signals  were  already  flying  in  the  early 
months  of  1937.  Two  events  indicated  that  Japan’s 
readily  available  reserves  in  foreign  exchange  and 
securities  were  exhausted.  On  January  8,  1937  the 
Finance  Ministry  subjected  foreign  exchange  con¬ 
tracts  for  payment  of  imports  to  a  drastic  licensing 
system.*^  Two  months  later  gold  shipments  were 
resumed  on  an  extensive  scale.  The  first  half  of 
1937  pfled  up  an  enormous  trade  deficit,  and  in 
July-August  1937  major  hostilities  broke  out  in 

19.  For  details,  c£.  The  Oriental  Economist,  October  1937, 
pp.  574-76. 


China.  These  emergencies  led  to  further,  and  more 
drastic,  steps.  The  licensing  system  for  import  ex¬ 
change  was  tightened,  and  measures  to  reduce 
“non-essential”  imports  were  introduced.  In  addi¬ 
tion,  the  gold  reserves  of  the  central  banks  of  Japan, 
Korea  and  Formosa  were  revalued,  placing  a  net 
total  of  approximately  1,548  million  yen  at  the  dis¬ 
posal  of  the  government  for  support  of  the 
currency  and  adjustment  of  the  international  ac¬ 
counts.^®  Through  the  use  of  this  gold  reserve,  sup¬ 
plemented  by  drastic  restrictions  on  imports,  the 
Japanese  authorities  have  been  able  to  cover  the 
urgent  demands  for  war  materials  in  1937  and  1938. 

The  picture  presented  by  Japan’s  merchandise 
trade  of  the  last  two  years  differs  greatly  from  that 
familiar  to  the  1932-1936  period.  Figures  for  Em¬ 
pire  trade,  given  on  the  first  line  of  Table  VI,  show 
that  in  1937  the  trade  boom  reached  its  peak,  with 
both  imports  and  exports  rising  to  the  highest 
levels  in  Japan’s  history.  Imports  far  outran  ex¬ 
ports,  however,  resulting  in  a  trade  deficit  for  the 
Empire  of  636  million  yen — a  figure  exceeded  only 
by  the  earthquake  reconstruction  year  of  1924.  Even 
greater  changes  occurred  in  1938.  Imports,  sub- 

20.  Ibid.,  pp.  575-76. 
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jected  to  rigid  limitations,  declined  by  1,119  million 
yen.  Exports,  handicapped  by  raw  material  short¬ 
ages  and  world-wide  boycott  activity,  suffered  a 
loss  of  422  million  yen.  The  great  reduction  in  im¬ 
ports  reversed  the  trade  deficit,  and  an  excess  of 
exports  totaling  61  million  yen  was  registered. 

But  these  figures,  which  are  the  ones  normally 
cited,  minimize  the  actual  demand  on  Japan  for 
payment  of  imports  derived  from  free  exchange — 
or  non-yen  bloc — countries.^*  They  cover  the  for¬ 
eign  trade  of  Japan  and  its  colonies,  but  do  not 
give  Japan’s  trade  with  these  colonies.  Japan’s 
trade  with  the  colonies  and  Manchoukuo,  which  is 
also  on  a  yen  currency  basis,  has  greatly  increased 


in  recent  years.  The  yen  bloc  area,  which  took  in 
Manchoukuo  and  the  colonies  (Korea,  Formosa 
and  the  South  Sea  mandates)  in  1937,  was  ex¬ 
panded  to  include  much  of  China’s  coastal  and 
inland  territory  in  1938.  For  the  latter  year,  it  is 
probably  more  accurate  to  consider  Japan’s  trade 
with  China  as  falling  within  the  yen  bloc  area.^^ 
The  “actual  total”  of  Table  VI,  with  its  subsidiary 
divisions,  indicates  the  readjustments  of  the  1937- 
1938  trade  figures  whicji  are  necessary  in  order  to 
arrive  at  a  correct  estimate  of  Japan’s  trade  balance 
with  the  yen  bloc,  on  the  one  hand,  and  with  free 
exchange  countries  on  the  other.  Figures  for  1936 
are  necessarily  included,  in  order  to  show  the  direc¬ 
tion  of  the  changes  which  have  occurred. 


TABLE  VI 


DISTRIBUTION  OF  JAPAN’S  TRADE,  1936-1938* 


Exports 

{in  millions  of  yen) 

Imports 

Balance 

1936 

1937 

1938 

1936 

1937 

1938 

1936 

^937 

/9j« 

Empire  Total* 

2,798 

3.319 

2,897 

2,928 

3.955 

2,836 

— 130 

-636 

+61 

Actual  TotaF 

3.423 

00 

0 

3.768 

3.536 

4.619 

3.588 

—"3 

— 601 

-j-i8o 

Yen  bloc  areas 

1,228 

1.455 

2.243 

1,012 

1,130 

1,489 

-f-2l6 

-f325 

+754 

Manchoukuo 

498 

612 

852 

240 

294 

399 

+258 

+318 

+455 

Korea-Formosa 

730 

843 

1,078 

772 

836 

925 

—42 

+7 

+153 

China  proper 

313 

165 

-i-148 

Free  exchange  areas 

2.195 

2,563 

1.525 

2,524 

3.489 

2,099 

—329 

- ^26 

—574 

United  States 

594 

639 

425 

847 

1,270 

915 

—253 

—631 

—490 

Other  countries 

1,601 

1,924 

1,100 

1,677 

2,219 

1,184 

—76 

—295 

-84 

1.  Foreign  trade  of  Japan  and  its  colonies  (Korea,  Formosa  and  the  South  Sea  islands). 

2.  Japan's  trade  with  the  outside  world  and  with  Korea  and  Formosa. 

•Compiled  from  Monthly  Return  of  the  Foreign  Trade  of  fapan,  cited,  December  1938,  pp.  3,  8;  The  Oriental  Economist,  May  1939,  p.  345. 


These  adjusted  figures  show  that  the  growing 
proportion  of  Japanese  trade  taken  by  the  yen  bloc 
serves  to  mask  Japan’s  external  trade  deficit.  In 
terms  of  foreign  exchange,  the  deficit  has  been 
329,  926  and  574  million  yen  respectively  in  the 
last  three  years.  In  1938  Japan  reduced  this  deficit 
by  352  million  yen.  The  saving,  however,  was 
achieved  at  heavy  cost,  since  exports  to  free  ex¬ 
change  countries  declined  by  1,038  million  (40.5  per 
cent)  and  imports  had,  therefore,  to  be  reduced  by 
1,390  million  (39.8  per  cent).  In  other  words,  the 
saving  of  352  million  yen  in  the  external  trade 
balance  actually  reflects  a  loss  of  two-fifths  of 


Japan’s  trade,  both  in  imports  and  exports,  with 
the  free  exchange  areas. 

On  the  yen  bloc  side,  also,  grave  difficulties  in 
Japan’s  trade  position  become  evident.  In  this 
“domestic”  sphere  it  would  be  desirable  for  im¬ 
ports  to  outrun  exports,  both  to  limit  the  strain  on 
Japan’s  production  and  to  lessen  Japan’s  depend¬ 
ence  on  the  outside  world.  The  trend  is  in  the  op¬ 
posite  direction.  In  1938,  particularly,  the  excess  of 
exports  to  the  yen  bloc  jumped  to  753  million  yen, 
despite  restrictions  imposed  by  the  Japanese  au¬ 
thorities  in  an  effort  to  divert  exports  to  free 
exchange  countries.  Cotton  goods,  the  chief  Japa¬ 
nese  export  to  the  yen  bloc,  are  fabricated  from 
imported  raw  cotton,  and  thus  constitute  a  further 
drain  on  Japan’s  foreign  exchange  resources.  While 
the  gain  in  imports  from  the  yen  bloc  has  been 
slower,  the  proportion  has  moved  steadily  in 
Japan’s  favor,  until  in  1938  these  areas  supplied 
1,489  million  yen  or  nearly  one-third  of  Japan’s 
total  imports.  The  yen  bloc  region,  however. 


21.  For  purposes  of  clarity,  Japan's  external  (non-yen  bloc) 
trade  is  considered  as  restricted  to  free  exchange  countries. 
Actually,  some  of  these  non-yen  bloc  countries  have  controlled 
exchanges,  but  they  take  only  a  minor  proportion  of  Japan’s 
external  trade. 

22.  This  does  not  mean  that  a  yen-based  currency  is  yet 
dominant  in  China,  nor  that  foreign  trade  (exclusive  of  Japan) 
is  conducted  on  such  a  basis  even  in  occupied  areas.  Japan’s 
attempts  to  supplant  the  Chinese  national  currency  in  such  areas 
have  been  notoriously  unsuccessful. 
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I  furnishes  mainly  foodstuffs  (rice,  sugar,  soy  beans), 
some  coal  and  iron,  and  a  little  raw  cotton  and 
wool.  Japan  must  obtain  machinery,  oil,  rubber,  the 
bulk  of  its  metals,  most  of  its  raw  cotton  and  wool, 
and  considerable  semi-manufactured  metal  prod¬ 
ucts  from  the  outside  world — a  task  which  becomes 
increasingly  difficult  as  its  exports  to  free  exchange 
countries  decline  and  its  gold  stocks  dwindle. 

In  1937  and  1938  specie  and  bullion  exports  be¬ 
came  the  determining  factor  in  balancing  Japan’s 
international  accounts.  While  figures  on  Japan’s  in¬ 
visible  trade  for  these  years  have  not  been  pub¬ 
lished,  statistics  on  gold  and  silver  shipments  are 
available  from  the  countries  of  destination,  mainly 
the  United  States.  These  statistics  show  total  Japa¬ 
nese  exports  of  gold  and  silver  of  roughly  892 
million  yen  in  1937  and  634  million  yen  in  1938.^^ 
The  striking  fact,  aside  from  the  size  of  these 
figures,  is  that  they  closely  correspond  to  Japan’s 
import  balances  on  merchandise  trade  with  free 
exchange  areas,  i.  e.,  926  million  yen  in  1937  and 
574  million  in  1938.  While  import  balances  of 
such  size  continue  to  exist,  Japan  must  cover  them 
mainly  by  gold  shipments.  How  long  can  Japan’s 
gold  reserves  hold  out.? 

Well  over  three-fourths  of  Japan’s  available  gold 
stocks  was  used  to  meet  its  foreign  payments  in 
1937-1938.  In  round  figures,  the  total  amount  at 
Japan’s  disposal  during  these  years  aggregated 
¥2,250  million,  distributed  as  follows:  ¥1,550  mil- 
Eon  on  hand  after  revaluation,  ¥400  million 
shipped  abroad  prior  to  revaluation,  and  ¥300  mil- 
Eon  produced  during  the  succeeding  18  months. 
This  amount  has  been  disposed  of  as  follows: 
¥1,450  million  shipped  abroad,  ¥300  million  used 
for  the  revolving  export-import  fund,  and  ¥500 
million  as  the  Bank  of  Japan’s  gold  reserve  on 
January  i,  1939.  The  net  result  of  these  transactions 
left  Japan  with  ¥500  million  in  reserve,  plus  ap¬ 
proximately  ¥200  million  in  estimated  production, 
for  the  current  year.  Unless  Japan’s  trade  balance 
with  free  exchange  countries  improves,  therefore, 
the  bulk  of  the  ¥700  million  apparent  reserves  of 
gold  would  be  required  to  balance  its  international 
accounts  in  1939.  In  this  respect,  the  trade  figures 
for  the  early  months  of  1939  are  not  encouraging. 
They  show  a  continued  decline  of  exports  to  free 
exchange  countries,  with  imports  holding  approxi¬ 
mately  at  1938  levels,  thus  indicating  a  deterioration 
rather  than  an  improvement  of  the  trade  balance.^'* 

J3.  Calculated  on  the  following  items:  gold  ($246,470,005) 
ind  silver  ($1,273,289)  shipped  to  the  United  States,  and  gold 
(£802,000)  and  silver  (;£  1,022,911)  to  Great  Britain;  gold 
($168,739,643)  and  silver  ($2,929,567)  shipped  to  the  United 
States  in  1938,  plus  estimated  gold  and  silver  shipments  to 
Britain  equal  in  amount  to  1937. 


A  number  of  additional  sources  of  foreign  ex¬ 
change  may  be  tapped  by  Japan  as  the  emergency  be¬ 
comes  more  severe.  To  begin  with,  it  can  cut  down 
still  further  on  imports  from  free  exchange  areas. 
Stricter  limitations,  however,  must  reduce  either 
Japan’s  war  supplies  or  its  raw  materials  for  the 
export  industries.  A  larger,  but  indeterminate,  item 
may  exist  in  the  shape  of  foreign  investment  assets 
not  yet  completely  liquidated.  Compulsory  collec¬ 
tion  of  gold  and  silver  ornaments  within  Japan  is 
already  envisaged,  but  this  measure  is  not  expected 
to  realize  more  than  ¥50  or  ¥60  million.  So  far 
Japan  has  been  unable  to  monopolize  China’s  trade, 
even  in  the  occupied  areas.  Effective  currency  and 
exchange  control  in  North  China,  now  being  at¬ 
tempted,  would  enable  Japan  to  acquire  the  foreign 
exchange  balances  accruing  from  this  region’s  trade 
with  outside  countries.  It  is  not  certain  that  the 
attempt  will  succeed;  in  any  case,  the  immediate 
gains  will  hardly  be  considerable.  The  Anglo-Japa- 
nese  agreement  regarding  the  Chinese  Maritime 
Customs,  owing  to  Japan’s  subsequent  refusal  to 
cover  loan  services,  has  diverted  Chinese  customs 
revenues  to  the  Yokohama  Specie  Bank.  During 
1938  Japan  may  have  realized  as  much  as  ¥75  mil¬ 
lion  in  foreign  exchange  from  these  revenues,  but 
they  are  now  probably  being  paid  in  yen  or  local  cur¬ 
rency.  China  proper,  as  indicated  by  Table  VI,  sup¬ 
plied  an  insignificant  proportion — barely  one  per 
cent — of  Japanese  imports  from  the  yen  bloc  in  1938. 
Raw  cotton  imports  from  China  declined,  coal  and 
iron  were  negligible,  and  salt  alone  was  significant. 
While  hostilities  continue,  there  is  little  prospect 
that  China  proper  can  even  become  as  important 
an  economic  asset  to  Japan  as  Manchoukuo.  Ja¬ 
pan’s  exports  to  China  proper  in  1938,  moreover, 
were  nearly  double  its  imports.  In  this  connection, 
an  even  more  serious  limitation  has  developed. 
Trading  operations  with  China,  owing  to  the 
chaotic  currency  situation,  have  apparently  been 
the  channel  for  a  flight  of  Japanese  capital  into  the 
foreign  concessions.  While  the  amount  involved 
cannot  be  exactly  estimated,  it  may  well  prove 
substantial. 

Several  of  these  items  tend  to  cancel  each  other; 
at  best,  they  promise  no  real  measure  of  relief  for 
Japan’s  exchange  difficulties.  It  may  be  assumed 
that  in  1939,  as  in  1937-1938,  the  excess  of  Japan’s 
merchandise  imports  will  have  to  be  balanced  by 
gold  shipments.  For  the  first  four  months  of  1939, 
Japan’s  gold  shipments  to  the  United  States  aggre¬ 
gated  $60,202,815,  or  approximately  220  million  yen. 
At  this  rate,  Japan’s  available  gold  stocks,  accord¬ 
ing  to  the  previous  rough  estimate,  will  be  virtually 

24.  Monthly  Return  of  the  Foreign  Trade  of  Japan,  cited, 
March  1939,  pp.  8-1 1. 
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exhausted  by  the  end  of  the  current  year.  This  esti¬ 
mate,  however,  does  not  take  into  account  possible 
earmarked  deposits  of  gold  in  the  United  States, 
deriving  from  shipments  already  made,  which  have 
not  yet  been  utilized.  If  these  earmarked  deposits 
were  appreciable,  Japan  might  still  enter  1940  with 
a  small  gold  reserve  of  several  hundred  million  yen. 
The  fact  remains  that  in  the  two-year  period  end¬ 
ing  April  1939  Japan  has  been  compelled  to  dis¬ 
pose  of  at  least  ¥1,500  million  of  its  gold  stocks — 
mainly  as  the  result  of  war  with  a  third-rate 
military  power.  During  this  period  its  stocks  of 
raw  materials  for  the  principal  export  industries, 
such  as  raw  cotton  and  wool,  have  been  seriously 
depleted.^’  Since  August  1937  figures  on  produc¬ 
tion  and  stocks  of  strategic  materials,  such  as  pig 
iron,  steel,  crude  petroleum,  and  copper,  have  been 
suppressed.  The  best  estimates  indicate  that,  while 
Japan’s  supply  of  finished  munitions  has  been 
maintained,  the  stocks  of  strategic  materials  have 
been  considerably  reduced.  The  crisis  in  Japan’s 
balance  of  payments,  which  already  exists  under 
present  conditions,  would  at  once  become  acute  if 
the  country  were  drawn  into  a  general  war. 

JAPAN’S  ACCESS  TO  WORLD  MARKETS 

Thus  far  Japan’s  economic  problem  has  been 
conceived  in  terms  of  the  situation  existing  during 
the  past  two  years,  that  is,  a  localized  Sino-Japanese 
war  in  which  Japan  has  suffered  no  limitations  on 
its  access  to  the  markets  of  the  outside  world,  either 
for  export  or  import  trade.  This  favorable  situation 
would  hardly  continue  to  prevail  if  Japan  became 
involved  in  a  major  war.  It  is  therefore  necessary 
to  examine  the  principal  regional  divisions  of  Ja¬ 
pan’s  foreign  trade,  in  order  to  estimate  the  degree 
to  which  access  to  them  might  be  limited  by  a 
more  general  conflict. 

Four  main  regional  trade  divisions  and  political 
groupings  require  consideration:  the  yen  bloc  area, 
Japan’s  “anti-Comintern”  pact  associates,  the 
Anglo-French-Dutch  coalition,  and  the  United 
States.  It  may  be  assumed  that  the  yen  bloc  area 
would  be  safely  maintained  as  Japan’s  economic 
preserve,  at  least  for  some  considerable  period. 
Japan’s  access  to  the  economic  resources  of  this 
region  would  be  threatened  only  by  a  successful 
Chinese  military  counter-offensive  or,  in  case  of 
conflict  with  the  Soviet  Union,  by  serious  reverses 
in  Manchuria.  The  Western  powers,  even  assum¬ 
ing  that  the  United  States  were  involved,  would 
hardly  be  able  to  take  control  of  Far  Eastern  waters 
within  a  brief  period.  In  1938  the  yen  bloc  areas, 

25.  The  Oriental  Economist,  October  1937,  p.  618;  May  1938, 
p.  325;  April  1939,  p.  274. 


including  China,  supplied  1,489  million  yen  of 
Japan’s  imports,  totaling  3,588  million  yen;  and 
took  2,243  million  of  its  exports,  totaling  3,768 
million.^^  Last  year,  therefore,  the  yen  bloc  fur¬ 
nished  three-sevenths  of  Japan’s  imports,  and  ab¬ 
sorbed  rather  less  than  two-thirds  of  its  exports. 

From  these  figures,  however,  it  is  clear  that  access 
to  outside  markets  is  far  more  important  to  Japan’s 
economic  stability.  These  markets  supply  four- 
sevenths  of  its  imports,  and  take  the  larger  third  of 
its  exports — the  third,  moreover,  which  provides 
foreign  exchange.  Within  this  field  of  external 
trade,  Germany  and  Italy  occupy  a  relatively  in¬ 
significant  position.  In  1938  they  supplied  roughly 
185  million  yen  of  Japan’s  imports,  and  took  barely 
40  million  of  its  exports.  Tripartite  barter  agree¬ 
ments  involving  Manchoukuo  may  have  somewhat 
increased  these  amounts,  but  still  left  them  rela¬ 
tively  unimportant.  In  case  of  a  European  war, 
moreover,  whether  or  not  Japan  were  drawn  in,  its 
trade  connections  with  the  axis  powers  would  be 
automatically  severed. 

The  British  Empire  bulks  far  larger  in  Japan’s 
foreign  trade.  In  round  figures,  the  Empire  sup¬ 
plied  550  million  yen  of  Japan’s  imports  and  ab¬ 
sorbed  630  million  yen  of  its  exports  in  1938. 
Adding  in  the  Netherlands  and  France,  with  their 
colonies,  these  totals  amounted  respectively  to  675 
and  800  million,  or  roughly  two-fifths  of  Japan’s 
total  external  trade.  Severance  of  its  trade  connec¬ 
tions  with  these  three  members  of  the  European 
coalition  would  deal  a  heavy  blow  to  Japan.  A 
special  case  exists  in  southeastern  Asia,  toward 
which  Japan  seems  to  be  driving.  In  1938  French 
Indo-China,  British  Malaya  and  the  Netherlands 
Indies  supplied  155  million  yen  of  Japan’s  imports 
and  took  no  million  of  its  exports.  If  Japan  were 
able  to  seize  control  of  these  colonies,  it  could  prob¬ 
ably  obtain  from  them  much  larger  amounts  of 
oil,  rubber,  tin  and  iron  ore  than  the  current  trade 
figures  indicate.^’  On  the  other  hand,  the  damage 
which  might  be  inflicted  on  such  vulnerable  prop¬ 
erties  as  oil  wells  under  war  conditions  might  seri¬ 
ously  affect  their  output  for  a  long  period.  Ger¬ 
many’s  difficulties  in  reorganizing  Rumanian 
production  during  the  World  War  are  a  case  in 
point,  especially  since  the  rapidity  with  which  ex¬ 
ploitation  could  be  achieved  would  be  a  vital 
strategic  consideration  for  Japan.  Immediate  and 
sizeable  ecbnomic  benefits  for  Japan  would  prob¬ 
ably  depend  on  the  speed  with  which  the  seizure 

26.  Cf.  Table  VI;  for  regional  trade  figures,  cf.  Monthly  Re¬ 
turn  of  the  Foreign  Trade  of  fapan,  December  1938,  pp.  8-1 1. 

27.  It  could  also  obtain  from  these  colonics  a  certain  amount 
of  manganese,  of  which  Japan  must  now  import  some  200,000 
tons  annually.  Cf.  New  Yorl{  Herald  Tribune,  May  22,  i939’ 
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could  be  effected.  In  any  case,  this  colonial  area 
would  not  meet  Japan’s  extensive  needs  for  raw 
cotton,  machinery,  manufactured  metal  products, 
and  miscellaneous  non-ferrous  and  other  minerals. 

The  United  States  occupies  an  even  more  impor¬ 
tant  position  in  Japan’s  foreign  trade  than  the  Brit¬ 
ish  Empire,  particularly  as  regards  war  supplies.  In 
1938  Japanese  imports  from  the  United  States  ag¬ 
gregated  915  million  yen,  or  nearly  one-half  of  all 
imports  from  outside  the  yen  bloc,  while  exports 
came  to  425  million.  The  major  share  of  Japan’s 
excess  of  non-yen  bloc  imports,  or  490  million 
ven,  developed  in  its  trade  with  the  United  States. 
This  result  was  due  primarily  to  the  large  amounts 
of  war  materials  procured  from  the  American  mar¬ 
ket.  A  careful  study  showed  that  in  1937  the 
United  States  supplied  54.4  per  cent  of  Japan’s 
imports  of  essential  war  materials,  the  British  Em¬ 
pire  17.5  per  cent,  and  the  Netherlands  Indies  7.4 
per  cent.^®  In  1938  this  proportion  shifted  even 
more  heavily  toward  the  United  States.  Through¬ 
out  the  year  Japan  rigidly  excluded  “non-essential” 
imports.  Under  this  pressure,  its  imports  from  the 
British  Empire  dropped  one-half,  i.e.,  from  ¥1,1 10 
million  in  1937  to  ¥550  million  in  1938;  on  the  other 
hand,  its  imports  from  the  United  States  fell  by  only 
one-fourth,  from  ¥1,269  tnillion  to  ¥915  million. 
In  other  words,  the  ratio  of  United  States  to  British 
Empire  exports  to  Japan  in  1937  was  12.7  to  ii, 
while  in  1938  it  had  become  9.1  to  5.5. 

The  statistics  for  American  exports  to  Japan  dur- 
ing  1937-1938,  shown  in  Table  VII,  are  a  com¬ 
mentary  on  the  importance  of  the  United  States 
market  to  Japan’s  war  machine.  With  a  few  excep¬ 
tions,  such  as  rubber,  the  table  represents  a  compre¬ 
hensive  list  of  the  strategic  materials  which  Japan 
must  obtain  abroad.  At  least  four  of  these  com¬ 
modities — high-test  motor  fuel,  automobiles,  ma¬ 
chinery  and  scrap  metals — cannot  be  secured,  either 
in  similar  type  or  quantity,  outside  of  the  American 
market.  The  total  amount,  as  well  as  the  percent¬ 
age,  taken  by  strategic  materials  is  extraordinarily 
impressive.  In  1937-1938,  out  of  $528  million  of 
American  exports  to  Japan,  $326  million — or  61.2 
per  cent — were  essential  materials  of  war.  The  vol¬ 
ume  of  these  commodities,  owing  to  certain  price 
declines,  probably  increased  in  1938;  their  value 
declined  but  little;  and  their  percentage  of  the  total 
markedly  increased.  In  1937  the  percentage  taken 
by  war  materials  was  58.8,  in  1938  it  advanced  to 
66.3.  Within  the  year  Japan  had  reduced  its  “non- 
essential”  imports  from  the  United  States  by  more 

28.  Japan's  Ability  to  Finance  Purchase  of  War  Materials  (The 
Chinese  Q)uncil  for  Economic  Research,  Washington,  D.  C.), 
Pstt  I,  p.  10. 
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than  half,  and  its  imports  of  raw  cotton  by  nearly 
15  per  cent.  In  this  table,  moreover,  raw  cotton  is 
not  classified  as  a  war  import,  although  it  is  essen¬ 
tial  to  Japan’s  textile  industry  and  has  a  partial  war 
usage.  The  value  of  American  petroleum  and 
petroleum  products  sold  to  Japan  in  1937-1938 
nearly  equalled  that  of  raw  cotton.  Finished  muni¬ 
tions  are  a  negligible  item  on  the  list.  During  these 
years  considerable  amounts  of  American  commcxli- 
ties  were  also  sold  to  Manchoukuo,  and  in  this  case 
the  percentage  taken  by  war  materials  was  even 
higher.  Out  of  33  million  dollars’  worth  of  United 
States  exports  to  Manchoukuo  in  1937-1938,  at  least 
25  million  or  75.7  per  cent  were  in  war  commodi¬ 
ties.^^  The  total  value  of  American  war  materials 
sold  to  Japan  and  Manchoukuo  in  1937-1938,  there¬ 
fore,  amounted  to  somewhat  over  $350  million — 
and  this  still  excludes  possible  indirect  sales 
through  Chinese  ports. 

TABLE  VII 

ANALYSIS  OF  U.S.  EXPORTS  TO  JAPAN* 

(in  thousands  of  dollars) 


Petroleum,  motor  fuels 

1957 

1938 

Total 

and  oils 

Iron,  steel  and 

42,075 

49,490 

91,565 

tinplate  scrap 

39,386 

22,035 

61,421 

Copper 

19,212 

22,146 

41,358 

Metal-working  machinery 
Iron,  steel  and  tin 

11,904 

23,614 

35,518 

semi-manufactures 

23,003 

6,523 

29,526 

Automobiles  and  parts 

13,581 

10,142 

23,723 

Pig  iron 

9,672 

4,886 

14,558 

Aircraft  and  parts 

2,484 

11,069 

13,553 

Hides  and  skins 

2,691 

2,652 

5,343 

Ferro-alloys 

1,366 

2,332 

3,698 

Lead 

Internal  combustion 

754 

2,100 

2,854 

engines 

434 

413 

847 

Aluminum 

280 

476 

756 

Leather 

703 

45 

748 

Other  metals  and  alloys 

95 

320 

415 

Nickel 

219 

157 

376 

Arms  and  ammunition 

49 

100 

149 

Zinc 

54 

27 

81 

Total 

167,962 

158,527 

326,489 

Total  Exports 

288,558 

239,575 

528,133 

War  Materials 

167,962 

158,527 

326,489 

Raw  Cotton 

61,724 

52,644 

114,368 

Other  Exports 

58,872 

28,404 

87,276 

•Compiled  from  “Trade  of  the  United  States  with  Japan,  China, 
Hong  Kong  and  Kwantung,”  cited,  p.  2;  also  Y.  T.  Hu,  “Sale 
of  War  Materials  by  the  United  States  to  Japan,  January-Novem- 
ber,  1938,”  Special  Bulletin,  The  Chinese  Council  for  Eco¬ 
nomic  Research  (Washington,  D.  C.). 

29.  “Trade  of  the  United  States  with  Japan,  China,  Hong 
Kong  and  Kwantung,”  Department  of  Commerce,  February  21, 
1939,  p.  6. 
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In  the  light  of  these  figures,  it  is  unnecessary  to 
emphasize  the  role  which  the  American  market  has 
played  in  Japan’s  military  operations  of  the  past 
two  years.  Maintenance  of  free  access  to  this  mar¬ 
ket  would  be  of  even  greater  concern  to  Japan  in 
case  of  a  more  serious  conflict.  Should  the  Anglo- 
French-Dutch  coalition  prove  to  be  Japan’s  oppo¬ 
nent,  the  latter  would  automatically  be  shut  out  of 
its  second  most  important  external  trading  area. 
And,  in  that  case,  public  pressure  in  the  United 
States  for  an  embargo  on  trade  with  Japan  would 
undoubtedly  increase.  Confronting  a  much  greater 
emergency  Japan  might  find  itself  deprived  of  the 
stream  of  American  war  materials  which  has 
flowed  into  its  munitions  factories  during  the  war 
with  China.  The  decision  the  United  States  would 
have  to  make,  should  a  general  war  break  out, 
would  thus  be  even  more  vital  to  the  military  result 
in  the  Far  East  than  in  Europe. 

CONCLUSION 

Japan  faces  a  growing  financial-economic  crisis, 
as  indicated  by  the  strains  appearing  in  its  domestic 
economy,  the  decline  in  its  export  trade,  and  the 
approaching  exhaustion  of  its  gold  reserves.  It 
would  be  premature,  however,  to  conclude  that  a 
collapse  is  imminent.  The  experience  of  recent 
years  has  shown  that  the  reserves  of  a  modern 
economic  society  can  be  stretched  for  an  indefinite 
period  without  reaching  the  breaking-point.  Under 
stress  of  an  even  greater  emergency,  Japan  could 
undoubtedly  still  put  forth  a  short-term  effort  of 
considerable  proportions.  But  two  years  of  war 
with  China  have  narrowed  the  scope  of  such  an 
effort,  and  rendered  it  less  formidable. 

A  more  critical  issue  for  Japan,  especially  in  case 
of  a  general  conflict,  is  the  possible  severance  of  its 
foreign  trade  connections.  This  difficulty  never 
arose  during  the  World  War,  when  Japan’s  mili¬ 
tary-naval  effort  was  relatively  slight,  its  trade 
routes  continuously  open,  and  a  lucrative  war  com¬ 
merce  enriched  the  country.  It  has  developed  only 
partially  over  the  past  two  years,  as  the  state  of 
Japan’s  export  trade  and  foreign  exchange  resources 


has  deteriorated.  The  latest  moves  in  the  European 
struggle  may  prove  to  have  a  decisive  bearing  on 
this  problem.  For  nearly  eight  years,  Japan’s  free¬ 
dom  of  action  in  the  Far  East  has  been  predicated 
on  the  differences  existing  between  the  European 
democracies,  the  Soviet  Union,  and  the  United 
States.  Striking  now  in  one  direction,  then  in  an¬ 
other,  it  has  effectively  fostered  the  disunity  exist¬ 
ing  in  the  ranks  of  its  potential  opponents.  Since 
July  1937,  at  varioys  times,  it  has  sought  to  sug¬ 
gest  that  its  drive  in  China  was  directed  primarily 
against  Britain  and  France,  has  stressed  its  friend¬ 
ship  with  the  United  States,  and  has  struck  out 
vigorously  against  the  U.S.S.R. 

An  Anglo-French-Soviet  coalition,  however, 
would  unite  these  powers — all  of  which  are  men¬ 
aced  by  Japan’s  aggressive  activities.  Even  if  such 
an  alliance  were  not  made  directly  applicable  to 
the  Far  East,  its  effects  would  tend  to  limit  Japan’s 
freedom  of  action.  With  an  Anglo-French-Soviet 
coalition  fighting  in  Europe,  it  is  hardly  conceivable 
that  Japan  could  engage  any  one  of  these  powers 
in  the  Far  East  without  bringing  in  the  others. 
And  recent  events  have  made  it  likely  that  the 
United  States  would  also  throw  its  weight  into  the 
Far  Eastern  balance  against  Japan,  at  least  through 
economic  measures.  Japan  would  be  confronted  at 
the  outset  with  the  loss  of  its  major  foreign  mar¬ 
kets,  which  would  have  a  disastrous  reaction  on 
its  current  economic  crisis. 

Consummation  of  an  Anglo-Soviet  mutual  aid 
pact  would  thus  exert  a  profound  influence  on  the 
Far  Eastern  situation.  Japan  would  then  have  three 
main  choices.  It  could  continue  its  efforts  to  win 
the  war  in  China.  If  it  failed  to  subdue  China,  it 
might  have  to  face  the  consequences  of  a  retreat 
from  its  already  over-extended  position.  The  third 
choice — a  full  alliance  with  the  Berlin-Rome  axis— 
would  not  bring  any  new  access  of  strength  to 
Japan,  and  would  immediately  increase  its  diffi¬ 
culties.  Along  this  path  would  lie  the  possibility  of 
a  suicidal  conflict  with  a  combination  of  all  its  op¬ 
ponents,  which  have  thus  far  been  content  to  watch 
the  Sino-Japanese  conflict  from  the  sidelines— and 
supply  war  materials. 
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The  July  1  issue  of  FOREIGN  POLICY  REPORTS  will  he 

BRJTAIN’S  ECONOMIC  MOBILIZATION  By  James  Frederick  Green 

How  will  the  present  preparations  for  war  affect  the  British  economy  ?  This  report  examines 
Britain’s  rearmament  program,  and  its  consequences  for  industry,  finance  and  foreign  trade. 
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